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PARTI

This Annual Report on Form 10-K (“Form 10-K”), including Management’s Discussion and Analysis of
Financial Condition and Results of Operations in Part II, Item 7 below, includes forward-looking statements
within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”). All statements other than statements of historical facts
contained in this Form 10-K, including statements regarding our future financial position, business strategy and
plans and objectives of management for future operations, are forward-looking statements. The words “believe,”
may,” “will,” “estimate,” “continue,” “anticipate,” “intend,” “should,” “plan,” “expect” and similar expressions,
as they relate to us, are intended to identify forward-looking statements. We have based these forward-looking
statements largely on our current expectations and projections about future events and financial trends that we
believe may affect our financial condition, results of operations, business strategy and financial needs. These
forward-looking statements are subject to a number of risks, uncertainties and assumptions described in “Risk
Factors” in Part I, Item 1A below, and elsewhere in this Form 10-X, including, among other things: the future
growth of the small business and home markets; speed of adoption of wireless networking worldwide; our
business strategies and development plans; our successful introduction of new products and technologies; future
operating expenses and financing requirements; and competition and competitive factors in the small business
and home markets. In light of these risks, uncertainties and assumptions, the forward-looking events and
circumstances discussed in this Form 10-K may not occur and actual results could differ materially from those
anticipated or implied in the forward-looking statements. All forward-looking statements in this Form 10-K are
based on information available to us as of the date hereof and we assume no obligation to update any such
forward-looking statements. The following discussion should be read in conjunction with our consolidated
financial statements and the accompanying notes contained in this Form 10-K.

113 2% ¢¢ A3

Item 1.  Business
General

We design, develop and market networking products for home users and for small business, which we
define as a business with fewer than 250 employees. We are focused on satisfying the ease-of-use, quality,
reliability, performance and affordability requirements of these users. Our product offerings enable users to
connect and communicate across local area networks, or LANS, and the World Wide Web and share Internet
access, peripherals, files, digital multimedia content and applications among multiple networked devices and
other Internet-enabled devices. We sell our products through multiple sales channels worldwide, which includes
traditional retailers, online retailers, direct market resellers, or DMRs, value added resellers, or VARs, and
broadband service providers. A discussion of factors potentially affecting our operations is set forth in “Risk
Factors” in Part I, Item 1A of this Form 10-K.

We were incorporated in Delaware on January 8, 1996. Our principal executive offices are located at 350
East Plumeria Drive, San Jose, California 95134, and our telephone number at that location is (408) 907-8000.
We file reports, proxy statements and other information with the Securities and Exchange Commission, or SEC,
in accordance with the Exchange Act. You may read and copy our reports, proxy statements and other
information filed by us at the SEC’s Public Reference Room located at 100 F Street, N.E., Washington, D.C.
203549. Please call the SEC at 1-800-SEC-0330 for further information about the Public Reference Room. Our
filings are also available to the public over the Internet at the SEC’s website at Attp://www.sec.gov, and, as soon
as practicable after such reports are filed with the SEC, free of charge through a hyperlink on our Internet website
at http://www.netgear.com. Information contained on these websites is not a part of this Form 10-K.

Markets

Our goal is to be the leading provider of innovative networking products to the small business and home
markets. A number of factors are driving today’s demand for networking products within small businesses and
homes. As the number of computing devices, such as PCs, has increased in recent years, networks are being
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deployed in order to share information and resources among users and devices. This information and resource
sharing occurs internally, through a local area network, or externally, via the Internet. To take advantage of
complex applications, advanced communication capabilities and rich multimedia content, users are upgrading
their Internet connections by deploying high-speed broadband access technologies. Users also seek the
convenience and flexibility of operating their PCs, laptops and related computing devices and accessing their
content in a more mobile, or wireless, manner. Finally, as the usage of networks, including the Internet, has
increased, users have become much more focused on the security of their connections and the protection of the
data within their networks.

Small business and home users demand a complete set of wired and wireless networking and broadband
products that are tailored to their specific needs and budgets and also incorporate the latest networking
technologies. These users require the continual introduction of new and refined products. Small business and
home users often lack extensive IT resources and technical knowledge and therefore demand ‘plug-and-play’ or
easy-to-install and use products. These users seek reliable products that require little or no maintenance, and are
supported by effective technical support and customer setvice. We believe that these users also prefer the
convenience of obtaining a networking solution from a single company with whom they are familiar; as these
users expand their networks, they tend to be loyal purchasers of that brand. In addition, purchasing decisions of
users in the small business and home markets are also driven by the affordability of networking products. To
provide reliable, easy-to-use products at an attractive price, we believe a successful supplier must have a
company-wide focus on the unique requirements of these markets and the operational discipline and cost-
efficient company infrastructure and processes that allow for efficient product development, manufacturing and
distribution.

Sales Channels

We sell our products through multiple sales channels worldwide, including traditional retailers, online
retailers, wholesale distributors, DMRs, VARs, and broadband service providers.

Retailers. Our retail channel primarily supplies products that are sold into the home market. We sell directly
to, or enter into consignment arrangements with, a number of our traditional retailers. The remaining traditional
retailers, as well as our online retailers, are fulfilled through wholesale distributors, the largest of which are
Ingram Micro, Inc. and Tech Data Corporation. We work directly with our retail channels on market
development activities, such as co-advertising, in-store promotions and demonstrations, instant rebate programs,
event sponsorship and sales associate training, as well as establishing “store within a store” websites and banner
advertising.

DMRs and VARs. We primarily sell into the small business market through an extensive network of DMRs
and VARs. Our DMRs include companies such as CDW and Insight. VARSs include our network of registered
Powershift Partners, or resellers who achieve prescribed quarterly sales goals and as a result may receive sales
incentives, marketing support and other program benefits from us. Our products are also resold by a large
number of smaller VARs whose sales are not large enough to qualify them for our Powershift Partner program.
Our DMRs and VARs generally purchase our products through our wholesale distributors, primarily Ingram .
Micro and Tech Data.

Broadband Service Providers. We also supply our products directly to broadband service providers in the
United States and internationally, who distribute our products to their small business and home subscribers.



We derive the majority of our net revenue from international sales. International sales as a percentage of net
revenue decreased from 62% in 2007 to 60% in 2008. The table below sets forth our net revenue by major
geographic region.

Percentage Percentage
2008 Change 2007 Change 2006
(In thousands, except percentage data)
United States . .......cooveeniniiinnennn. $297,641 9%  $273,695 24%  $220,440
EMEA ... s 354,058 N% 380,354 28% 298,234
Asia Pacific and restof world ................... 91,645 24% 73,738 34% 54,896
$743,344 2%  $727,787 27%  $573,570

Net revenues from significant customers as a percentage of our total net revenues for the years ended
December 31, 2008, 2007 and 2006 were as follows:

Year Ended December 31,

" 2008 2007 2006
Ingram Micro, Inc. .. ... 14% 17% 19%
Tech Data Corporation .. ..........coeuuiniiiiiineerieeensenneeenn. 11% 14% 16%

Product Offerings

Our product line consists of wired and wireless devices that enable Ethernet networking, broadband access,
network connectivity, network storage and security appliances. These products are available in multiple
configurations to address the needs of our customers in each geographic region in which our products are sold.

Ethernet networking. Ethernet is the most commonly used wired network protocol for connecting devices in
today’s home and small-office networks. Products that enable Ethernet networking include:
+ switches, which are multiple port devices used to network PCs and peripherals;

» network interface cards, adapters and bridges, that enable PCs and other equipment to be connected to
a network;

 Internet Security Appliances, which provide Internet access through capabilities such as anti-virus and

anti-spam.

Broadband Access. Broadband is a transmission medium capable of moving more digital content over
public high speed networks than traditional low speed telephone lines. Products that enable broadband access
include:

» routers, which connect the home or office networks to the Internet via broadband modems;
+ gateways, which are routers with integrated modems, for Internet access;
» [P telephony prbducts, used for transmitting voice communications over a network; and

» wireless gateways, or gateways that include an integrated wireless access point.

Network Connectivity. Products that enable network connectivity and resource sharing include:
» wireless access points, which provide a wireless link between a wired network and wireless devices;

» wireless network interface cards and adapters, which enable devices to be connected to the network
wirelessly;

» media adapters, which connect non PC entertainment devices such as TVs, audio players, and game
consoles to a network;



» wi-fi phones, which enable users to make voice calls over the Internet;

* network attached storage, which enables file sharing among multiple PCs and media adapters over a
local area network; and

* powerline adapters and bridges, which enable devices to be connected to the network over existing
electrical wiring.

We design our products to meet the specific needs of both the small business and home markets, tailoring
various elements of the product design, including component specification, physical characteristics such as
casing, design and coloration, and specific user interface features to meet the needs of these markets. We also
leverage many of our technological developments, high volume manufacturing, technical support and
engineering infrastructure across our markets to maximize business efficiencies.

Our products that target the small business market are designed with an industrial appearance, including
metal cases, and for some product categories, the ability to mount the product within standard data networking
racks. These products typically include higher port counts, higher data transfer rates and other performance
characteristics designed to meet the needs of a small business user. For example, we offer data transfer rates up
to ten Gigabit per second for our business products to meet the higher capacity requirements of business users.
Some of these products are also designed to support transmission modes such as fiber optic cabling, which is
common in more sophisticated business environments. Security requirements within our products for small
business broadband access include firewall, virtual private network and content threat management capabilities
that allow for secure interactions between remote offices and business headquarter locations over the Internet.
Our connectivity product offerings for the small business market include enhanced security and remote
configurability often required in a business setting. Our ReadyNAS® family of network attached storage products
implements redundant array of independent disks data protection, enabling small businesses to store and protect
critical data easily, efficiently and intelligently. ‘

Our products for the home user are designed with pleasing visual and physical aesthetics that are more
desirable in a home environment. For example, our RangeMax™ series of routers have distinctive blue antenna-
indicator LEDs in a circular dome atop a sleek black or white plastic casing. Our connectivity offerings for use in
the home are generally at a lower price than higher security and configurability wireless offerings for the small
business market. Our products for facilitating broadband access in the home are available with features such as
parental control capabilities and firewall security, to allow for safer, more controlled Internet usage in families
with children. Our broadband products designed for the home market also contain installation software that
guides a less sophisticated data networking user through the installation process with their broadband service
provider, using a graphical user interface and simple point and click operations. Our connectivity product
offerings for the home include powerline data transmission modes which allow home users to take advantage of
their existing electrical wiring infrastructure for transmitting data among network components.

Competition

The small business and home networking markets are intensely competitive and subject to rapid
technological change. We expect competition to continue to intensify. Our principal competitors include:

*  within the small business networking market, companies such as 3Com Corporation, Allied Telesyn
International, Buffalo, Inc., Dell Computer Corporation, D-Link, Hewlett-Packard Company, the
Linksys division of Cisco Systems, Baracuda Networks, Inc. and SonicWALL, Inc.; and

* within the home networking market, companies such as Apple Inc., Belkin Corporation, D-Link, and
the Linksys division of Cisco Systems.

Other current competitors include numerous local vendors such as Siemens Corporation, Devolo and AVM
in Europe, Corega International SA and Melco, Inc. in Japan and TP-Link in China, and broadband equipment
suppliers such as Actiontec Electronics, Inc., ARRIS Group, Inc., Comtrend Corporation, Huawei Technologies
Co. Ltd., Motorola, Inc., Sagem Corporation, Scientific Atlanta~—a Cisco company, Thomson Corporation and
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2Wire, Inc. Our potential competitors include consumer electronics vendors and telecommunications equipment
vendors who could integrate networking capabilities into their line of products, and our channel customers who
may decide to offer self-branded networking products. We also face competition from service providers who may
bundle a free networking device with their broadband service offering, which would reduce our sales if we are
not the supplier of choice to those service providers.

Many of our existing and potential competitors have longer operating histories, greater name recognition
and substantially greater financial, technical, sales, marketing and other resources. As a result, they may have
more advanced technology, larger distribution channels, stronger brand names, better customer service and
access to more customers than we do. For example, Hewlett-Packard has significant brand name recognition and
has an advertising presence substantially greater than ours. Similarly, Cisco Systems is well recognized as a
leader in providing networking products to businesses and has substantially greater financial resources than we
do. Several of our competitors, such as the Linksys division of Cisco Systems and D-Link, offer a range of
products that directly compete with most of our product offerings. Several of our other competitors primarily
compete in a more limited manner. For example, Hewlett-Packard sells networking products primarily targeted at
larger businesses or enterprises. However, the competitive environment in which we operate changes rapidly.
Other large companies with significant resources could become direct competitors, either through acquiring a
competitor or through internal efforts.

We believe that the principal competitive factors in the small business and home markets for networking
products include product breadth, size and scope of the sales channel, brand name, timeliness of new product
introductions, product performance, features, functionality and reliability, price, ease-of-installation, maintenance
and use, and customer service and support.

To remain competitive, we believe we must invest significant resources in developing new products and
enhancing our current products while continuing to expand our sales channels and maintaining customer
satisfaction worldwide.

Research and Development

As of December 31, 2008, we had 158 employees engaged in research and development. We believe that
our success depends on our ability to develop products that meet changing user needs and to anticipate and
proactively respond to evolving technology in a timely and cost-effective manner. Accordingly, we have made
investments in our research and development department in order to effectively evaluate new third party
technologies, develop new in-house technologies, and develop and test new products. Our research and
development employees work closely with our technology and manufacturing partners to bring our products to
market in a timely, high quality and cost-efficient manner.

We identify, qualify or self-develop new technologies, and we work closely with our various technology
suppliers and manufacturing partners to develop products using one or more of the development methodologies
described below.

ODM. Under the original design manufacturer, or ODM, methodology, which we use for most of our
product development activities, we define the product concept and specification and perform the technology
selection. We then coordinate with our technology suppliers while they develop the chipsets, software and
detailed circuit designs. On certain new products, one or more subsystems of the design can be done in-house and
then integrated in with the remaining design pieces from the ODM. Once prototypes are completed, we work
with our partners to complete the debugging and systems integration and testing. Our ODMs are responsible for
conducting all of the regulatory agency approval processes required for each product. After completion of the
final tests, agency approvals and product documentation, the product is released for production.

CM. Under the contract manufacturer, or CM, methodology, which we use for a limited number of products,
we define the product concept and specification and develop the primary technology and software internally.
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Once prototypes are completed, we work with our partners to complete the debugging and systems integration
and testing. We are responsible for conducting all of the regulatory agency approval processes required for each
product. After completion of the final tests, agency approvals and product documentation, the product is released
for production.

IN-HOUSE DEVELOPMENT. Under the in-house development model, one or more subsystems of the
product are designed and developed utilizing the NETGEAR engineering team. Under this model some of the
primary technology is developed in-house. We then work closely with either an ODM or a contract manufacturer
to complete the development of the entire design, perform the necessary testing, and obtain regulatory approvals
before the product is released for production.

OEM. Under the original equipment manufacturer, or OEM, methodology, which we use for a limited
number of products, we define the product specification and then purchase the product from OEM suppliers that
have existing products fitting our design requirements. In some cases, once a technology supplier’s product is
selected, we work with the OEM supplier to complete the cosmetic changes to fit into our mechanical and
packaging design, as well as our documentation and graphical user interface, or GUI, standard. The OEM
supplier completes regulatory approvals on our behalf. When all design verification and regulatory testing is
completed, the product is released for production.

Our internal research and development efforts focus on developing and improving the usability, reliability,
functionality, cost and performance of our products. Our total research and development expenses were
$33.8 million in 2008, $28.1 million in 2007 and $18.4 million in 2006.

Manufacturing

Our primary manufacturers are Cameo Communications Inc., Delta Networks Incorporated, Hon Hai
Precision Industry Co., Ltd. (more commonly known as Foxconn Corporation), SerComm Corporation, Kepro,
and Unihan Corporation (which was spun out of ASUSTek Computer, Inc. in January 2008), all of which are
headquartered in Taiwan. The actual manufacturing of our products occurs primarily in mainland China, with
pilot and low-volume manufacturing in Taiwan on a select basis. We distribute our manufacturing among these
key suppliers to avoid excessive concentration with a single supplier. In addition to their responsibility for the
manufacturing of our products, our manufacturers purchase all necessary parts and materials to produce
complete, finished goods. To maintain quality standards for our suppliers, we have established our own product
quality organization based in Hong Kong and mainland China. They are responsible for auditing and inspecting
process and product quality on the premises of our ODMs, CMs and OEMs.

We currently outsource warehousing and distribution logistics to four third-party providers who are
responsible for warehousing, distribution logistics and order fulfillment. In addition, these parties are also
responsible for some configuration and re-packaging of our products including bundling components to form
kits, inserting appropriate documentation, disk drive configuration, and adding power adapters. APL Logistics
Americas, Ltd. in City of Industry, California serves the Americas region, Kerry Logistics Ltd. in Hong Kong -
serves the Asia Pacific region, and DSV Solutions B.V. and ModusLink BV in the Netherlands serve the the
United States and Europe, Middle-East and Africa, or EMEA, region.

Sales and Marketing

As of December 31, 2008, we had 266 employees engaged in sales and marketing. We work directly with
our customers on market development activities, such as co-advertising, in-store promotions and demonstrations,
instant rebate programs, event sponsorship and sales associate training. We also participate in major industry
trade shows and marketing events. Our marketing department is comprised of our product marketing and
corporate marketing groups.

Our product marketing group focuses on product strategy, product development roadmaps, the new product
introduction process, product lifecycle management, demand assessment and competitive analysis. The group

8



works closely with our sales and research and development groups to align our product development roadmap to
meet customer technology demands from a strategic perspective. The group also ensures that product
development activities, product launches, channel marketing program activities, and ongoing demand and supply
planning occur in a well-managed, timely basis in coordination with our development, manufacturing, and sales
groups, as well as our ODM, CM, OEM and sales channel partners.

Our corporate marketing group is responsible for defining and building our corporate brand. The group
focuses on defining our mission, brand promise and marketing messages on a worldwide basis. This group also
defines the marketing approaches in the areas of advertising, public relations, events, channel programs and our
web delivery mechanisms. These marketing messages and approaches are customized for both the small business
and home markets through a variety of delivery mechanisms designed to effectively reach end-users in a cost-
efficient manner.

We conduct most of our international sales and marketing operations through NETGEAR International Ltd.,
our wholly-owned subsidiary which operates via sales and marketing subsidiaries and branch offices worldwide.

Customer Support

We design our products with “plug and play” ease of use. We respond globally to customer questions over
the phone and Internet including providing an online Knowledgebase and User Forum. Customer support is
provided through a combination of a limited number of permanent employees and use of subcontracted “out-
sourcing” resources. Our permanent employees design our technical support database and are responsible for
training and managing our outsourced sub-contractors. We utilize the information gained from customers by our
customer support organization to enhance our product offerings, including further simplifying the installation
process.

Intellectual Property

We believe that our continued success will depend primarily on the technical expertise, speed of technology
implementation, creative skills and management abilities of our officers and key employees, plus ownership of a
limited but important set of copyrights, trademarks, trade secrets and patents. We primarily rely on a combination
of copyright, trademark and trade secret and patent laws, nondisclosure agreements with employees, consultants
and suppliers and other contractual provisions to establish, maintain and protect our proprietary rights. We hold
three issued patents that expire between years 2023 and 2025 and currently have a number of pending United
States patent applications related to technology and products offered by us. In addition, we rely on third-party
licensors for patented hardware and software license rights in technology that are incorporated into and are
necessary for the operation and functionality of our products. Our success will depend in part on our continued
ability to have access to these technologies.

We have trade secret rights for our products, consisting mainly of product design, technical product
documentation and software. We also own, or have applied for registration of trademarks, in connection with our
products, including NETGEAR, the NETGEAR logo, the NETGEAR Digital Entertainer logo, the Gear Guy
logo, Connect with Innovation, Everybody’s connecting, IntelliFi, ProSafe, RangeMax, ReadyNAS, Smart
Wizard and X-RAID in the United States and internationally. We have registered a number of Internet domain
names that we use for electronic interaction with our customers including dissemination of product information,
marketing programs, product registration, sales activities, and other commercial uses.

Employees

As of December 31, 2008, we had 579 full-time employees, with 266 in sales, marketing and technical
support, 158 in research and development, 65 in operations, and 90 in finance, information systems and
administration. We also utilize a number of temporary staff to supplement our workforce. We have never had a
work stoppage among our employees and no personnel are represented under collective bargaining agreements.
We consider our relations with our employees to be good.
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Website Posting of SEC Filings

Our website provides a link to our SEC filings, which are available on the same day such filings are made.
The specific location on the website where these reports can be found is http://investor.neigear.com/sec.cfm. Our
website also provides a link to Section 16 filings which are available on the same day as such filings are made.

Executive Officers of the Registrant

The following table sets forth the names, ages and positions of our executive officers (who are subject to
Section 16 of the Securities Exchange Act of 1934) as of February 17, 2009.

Name ﬁ Position

Patrick CS. Lo ...... ... ... i 52 Chairman and Chief Executive Officer

Mark G. Merrill . ... ... i 54  Chief Technology Officer

Michael F. Falcon ............................ 52 Senior Vice President of Operations

Christine M. Gorjanc . ......... e 52 Chief Financial Officer

Andrew Kim ...... .. .. . i 38 Vice President, Legal and Corporate Development
Charles T.Olson ...........c. i, 53  Senior Vice President of Engineering
DavidSoares ........ ... ... .. i 42 Senior Vice President of Worldwide Sales
Michael A. Werdann ........... ... ... .. ..... 40  Vice President of Americas Sales

Patrick C.S. Lo has served as our Chairman and Chief Executive Officer since March 2002. From
September 1999 to March 2002, he served as our President, and since our inception in 1996 to September 1999,
he served as Vice President and General Manager. Mr. Lo joined Bay Networks, a networking company, in
August 1995 to launch a division targeting the small business and home markets and established the NETGEAR
division in January 1996. From 1983 until 1995, Mr. Lo worked at Hewlett-Packard Company, a computer and
test equipment company, where he served in various management positions in software sales, technical support,
network product management, sales support and marketing in the United States and Asia, including as the Asia/
Pacific marketing director for Unix servers. Mr. Lo received a B.S. degree in Electrical Engineering from Brown
University.

Mark G. Merrill has served as our Chief Technology Officer since January 2003. From September 1999 to
January 2003, he served as Vice President of Engineering and served as Director of Engineering from September
1995 to September 1999. From 1987 to 1995, Mr. Merrill worked at SynOptics Communications, a local area
networking company, which later merged with Wellfleet to become Bay Networks, where his responsibilities
included system design and analog implementations for SynOptics’ first lIOBASE-T products. Mr. Merrill
received both a B.S. degree and an M.S. degree in Electrical Engineering from Stanford University.

Michael F. Falcon has served as our Senior Vice President of Operations since March 2006 and Vice
President of Operations since November 2002. From September 1999 to November 2002, Mr. Falcon worked at
Quantum Corporation, a data technology company, where he served as Vice President of Operations and Supply
Chain Management. From April 1999 to September 1999, Mr. Falcon was at Meridian Data, a storage company
acquired by Quantum Corporation, where he served as Vice President of Operations. From February 1989 to
April 1999, Mr. Falcon was at Silicon Valley Group, a semiconductor equipment manufacturer, where he served
as Director of Operations, Strategic Planning and Supply Chain Management. Prior to that, he served in
management positions at SCI Systems, an electronics manufacturer, Xerox Imaging Systems, a provider of
scanning and text recognition solutions, and Plantronics, Inc., a provider of lightweight communication headsets.
Mr. Falcon received a B.A. degree in Economics from the University of California, Santa Cruz and has
completed coursework in the M.B.A. program at Santa Clara University.

Christine M. Gorjanc has served as our Chief Financial Officer since January 2008, as our Chief
Accounting Officer since December 2006 and as our Vice President, Finance since November 2005. From
September 1996 through November 2005, Ms. Gorjanc served as Vice President, Controller, Treasurer and
Assistant Secretary for Aspect Communications Corporation, a provider of workforce and customer management
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solutions. From October 1988 through September 1996, she served as the Manager of Tax for Tandem
Computers, Inc., a provider of fault-tolerant computer systems. Prior to that, she served in management positions
at Xidex Corporation, a manufacturer of storage devices, and spent eight years in public accounting with a
number of accounting firms. Ms. Gorjanc holds a B.A. in Accounting (with honors) from the University of Texas
at El Paso and a M.S. in Taxation from Golden Gate University.

Andrew Kim has served as our Vice President, Legal and Corporate Development and Corporate Secretary
since October 2008 and as our Associate General Counsel since March 2008. Prior to joining NETGEAR,
Mr. Kim served as Special Counsel in the Corporate and Securities Department of Wilson Sonsini Goodrich &
Rosati, where he represented public and private technology companies in a wide range of matters, including
mergers and acquisitions, debt and equity financing arrangements, securities law compliance and corporate
governance. In between two terms at Wilson Sonsini Goodrich & Rosati, he served as Partner in the Business and
Finance Department of Schwartz Cooper Chartered in Chicago, Illinois, and was an Adjunct Professor of
Entrepreneurship at the Tllinois Institute of Technology. Mr. Kim holds a J.D. from Cornell Law School, and
received a B.A. degree in history from Yale University.

Charles T. Olson has served as our Senior Vice President of Engineering since March 2006 and our Vice
President of Engineering since January 2003. From July 1978 to January 2003, Mr. Olson worked at Hewlett-
Packard Company, a computer and test equipment company, where he served as Director of Research and
Development for ProCurve networking from 1998 to 2003, as Research and Development Manager for the
Enterprise Netserver division from 1997 to 1998, and, prior to that, in various other engineering management
roles in Hewlett-Packard’s Unix server and personal computer product divisions. Mr. Olson received a B.S.
degree in Electrical Engineering from the University of California, Davis and an M.B.A. from Santa Clara
University.

David Soares has served as our Senior Vice President of Worldwide Sales since August 2004. Mr. Soares
joined us in January 1998, and served as Vice President of EMEA sales from December 2003 to July 2004,
EMEA Managing Director from April 2000 to November 2003, United Kingdom and Nordic Regional Manager
from February 1999 to March 2000 and United Kingdom Country Manager from January 1998 to January 1999.
Prior to joining us, Mr. Soares was at Hayes Microcomputer Products, a manufacturer of dial-up modems.

Mr. Soares attended Ridley College, Ontario Canada.

Michael A. Werdann has served as our Vice President of Americas Sales since December 2003. Since
joining us in 1998, Mr. Werdann has served as our United States Director of Sales, E-Commerce and DMR from
December 2002 to 2003 and as our Eastern regional sales director from October 1998 to December 2002. Prior to
joining us, Mr. Werdann worked for three years at Iomega Corporation, a computer hardware company, as a sales
director for the value added reseller sector. Mr. Werdann holds a B.S. Degree in Communications from Seton
Hall University.

Item 1A. Risk Factors

Investing in our common stock involves a high degree of risk. The risks described below are not exhaustive
of the risks that might affect our business. Other risks, including those we currently deem immaterial, may also
impact our business. Any of the following risks could materially adversely affect our business operations, results
of operations and financial condition and could result in a significant decline in our stock price.

Economic conditions are likely to materially adversely affect our revenue and results of operations.

Our business has been and may continue to be affected by a number of factors that are beyond our control
such as general geopolitical economic and business conditions, conditions in the financial services markets, and
changes in the overall demand for networking products. A severe and/or prolonged economic downturn could
adversely affect our customers’ financial condition and the levels of business activity of our customers.
Uncertainty about current global economic conditions could cause businesses to postpone spending in response

11



to tighter credit, negative financial news and/or declines in income or asset values, which could have a material
negative effect on the demand for networking products.

The current economic crisis affecting the banking system and financial markets and the current uncertainty
in global economic conditions have resulted in a tightening in the credit markets, a low level of liquidity in many
financial markets, and extreme volatility in credit, equity, currency and fixed income markets. There could be a
number of follow-on effects from these economic developments and negative economic trends on our business,
including the inability of customers to obtain credit to finance purchases of our products; customer insolvencies;
decreased customer confidence to make purchasing decisions; decreased customer demand; and decreased
customer ability to pay their trade obligations.

If conditions in the global economy, U.S. economy or other key vertical or geographic markets remain
uncertain or weaken further, such conditions could have a material adverse impact on our business, operating
results and financial condition. In addition, if we are unable to successfully anticipate changing economic and
political conditions, we may be unable to effectively plan for and respond to those changes, which could
materially adversely affect our business and results of operations.

We are exposed to adverse currency exchange rate fluctuations in jurisdictions where we transact in local
currency, which could harm our financial results and cash flows.

Because a significant portion of our business is conducted outside the United States, we face exposure to
adverse movements in foreign currency exchange rates. These exposures may change over time as business
practices evolve, and they could have a material adverse impact on our results of operations, financial position
and cash flows. Although a portion of our international sales are currently invoiced in United States dollars, we
have implemented and continue to implement for certain countries both invoicing and payment in foreign
currencies. Our primary exposure to movements in foreign currency exchange rates relates to non-U.S. dollar
denominated sales in Europe, Japan and Australia and certain parts of Asia and non-U.S. dollar denominated
operating expenses incurred throughout the world. In addition, weaknesses in foreign currencies for U.S. dollar
denominated sales could adversely affect demand for our products. Conversely, a strengthening in foreign
currencies against the U.S. dollar could increase foreign currency denominated costs. As a result we may attempt
to renegotiate pricing of existing contracts or request payment to be made in U.S. dollars. We cannot be sure that
our customers would agree to renegotiate along these lines. This could result in customers eventually terminating
contracts with us or in our decision to terminate certain contracts, which would adversely affect our sales.

We implemented a hedging program in November 2008 to hedge exposures to fluctuations in foreign
currency exchange rates as a response to the risks of changes in the value of foreign currency denominated assets
and liabilities. We may enter into foreign currency forward contracts or other instruments, the majority of which
mature within approximately three months. Our foreign currency forward contracts reduce, but do not eliminate,
the impact of curtency exchange rate movements. For example, we do not execute forward contracts in all
currencies in which we conduct business. In addition, our hedging program is not currently structured to reduce
the impact, due to volatile exchange rates, on net revenues, gross profit and operating profit. Accordingly, the use
of such hedging activities may not offset more than a portion of the adverse financial effect resulting from
unfavorable movements in foreign exchange rates.

We expect our operating results to fluctuate on a quarterly and annual basis, which could cause our stock
price to fluctuate or decline.

Our operating results are difficult to predict and may fluctuate substantially from quarter-to-quarter or
year-to-year for a variety of reasons, many of which are beyond our control. If our actual revenue were to fall below
our estimates or the expectations of public market analysts or investors, our quarterly and annual results would be
negatively impacted and the price of our stock could decline. Other factors that could affect our quarterly and
annual operating results include those listed in the risk factors section of this report and others such as:

» changes in the pricing policies of or the introduction of new products by us or our competitors;
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changes in the terms of our contracts with customers or suppliers that cause us to incur additional
expenses or assume additional liabilities;

slow or negative growth in the networking product, personal computer, Internet infrastructure, home
electronics and related technology markets, as well as decreased demand for Internet access;

changes in or consolidation of our sales channels and wholesale distributor relationships or failure to
manage our sales channel inventory and warehousing requirements;

delay or failure to fulfill orders for our products on a timely basis;

disruptions or delays related to our new financial and enterprise resource planning systems;
our inability to accurately forecast product demand;

unfavorable level of inventory and turns;

unanticipated shift in overall product mix from higher to lower margin products that would adversely
impact our margins;

unanticipated shift or decline in profit by geographical region that would adversely impact our tax rate;
delays in the introduction of new products by us or market acceptance of these products;

an increase in price protection claims, redemptions of marketing rebates, product warranty and stock
rotation returns or allowance for doubtful accounts;

challenges associated with integrating acquisitions that we make;

operational disruptions, such as transportation delays or failure of our order processing system,
particularly if they occur at the end of a fiscal quarter;

delay or failure of our service provider customers to purchase at the volumes that we forecast;

foreign currency exchange rate fluctuations in the jurisdictions where we transact sales and
expenditures in local currency;

our customers’ inability to pay for purchased goods in a timely fashion;
bad debt exposure with our existing customers and as we expand into new international markets; and

any changes in accounting rules.

As aresult, period-to-period comparisons of our operating results may not be meaningful, and you should
not rely on them as an indication of our future performance. In addition, our future operating results may fail
below the expectations of public market analysts or investors. In that event, our stock price could decline
significantly.

Our stock price may be volatile and your investment in our common stock could suffer a decline in value.

With the continuing uncertainty about economic conditions in the United States and abroad, there has been
significant volatility in the market price and trading volume of securities of technology and other companies,
which may be unrelated to the financial performance of these companies. These broad market fluctuations may
negatively affect the market price of our common stock.

Some specific factors that may have a significant effect on our common stock market price include:

actual or anticipated fluctuations in our operating results or our competitors’ operating results;

actual or anticipated changes in the growth rate of the general networking sector, our growth rates or
our competitors’ growth rates;

conditions in the financial markets in general or changes in general economic conditions;
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¢ interest rate or currency exchange rate fluctuations;
* our ability or inability to raise additional capital; and

* changes in stock market analyst recommendations regarding our common stock, other comparable
companies or our industry generally.

Some of our competitors have substantially greater resources than we do, and to be competitive we may be
required to lower our prices or increase our sales and marketing expenses, which could result in reduced
margins and loss of market share.

We compete in a rapidly evolving and highly competitive market, and we expect competition to continue to
be intense, including price competition. Our principal competitors in the small business market include 3Com,
Allied Telesyn, Buffalo, Dell, D-Link, Hewlett-Packard, the Linksys division of Cisco Systems and SonicWALL.
Our principal competitors in the home market include Apple, Belkin, D-Link and the Linksys division of Cisco
Systems. Our principal competitors in the broadband service provider market include Actiontec, ARRIS,
Comtrend, Huawei, Motorola, Sagem, Scientific Atlanta—a Cisco company, ZyXEL, Thomson and 2Wire. Other
current and potential competitors include numerous local vendors such as Devolo, Siemens and AVM in Europe,
Corega and Melco in Japan and TP-Link in China. Our potential competitors also include consumer electronics
vendors who could integrate networking capabilities into their line of products, and our channel customers who
may decide to offer self-branded networking products. We also face competition from service providers who may
bundle a free networking device with their broadband service offering, which would reduce our sales if we are
not the supplier of choice to those service providers.

Many of our existing and potential competitors have longer operating histories, greater name recognition
and substantially greater financial, technical, sales, marketing and other resources. These competitors may,
among other things, undertake more extensive marketing campaigns, adopt more aggressive pricing policies,
obtain more favorable pricing from suppliers and manufacturers, and exert more influence on sales channels than
we can. We anticipate that current and potential competitors will also intensify their efforts to penetrate our target
markets. For example, price competition has intensified in our industry. Average sales prices have declined in the
past and may continue to decline in the future. These competitors may have more advanced technology, more
extensive distribution channels, stronger brand names, greater access to shelf space in retail locations, bigger
promotional budgets and larger customer bases than we do. These companies could devote more capital
resources to develop, manufacture and market competing products than we could. If any of these companies are
successful in competing against us, our sales could decline, our margins could be negatively impacted and we
could lose market share, any of which could seriously harm our business and results of operations.

If we do not effectively manage our sales channel inventory and product mix, we may incur costs
associated with excess inventory, or lose sales from having too few products.

If we are unable to properly monitor, control and manage our sales channel inventory and maintain an
appropriate level and mix of products with our wholesale distributors and within our sales channels, we may
incur increased and unexpected costs associated with this inventory. We generally allow wholesale distributors
and traditional retailers to return a limited amount of our products in exchange for other products. Under our
price protection policy, if we reduce the list price of a product, we are often required to issue a credit in an
amount equal to the reduction for each of the products held in inventory by our wholesale distributors and
retailers. If our wholesale distributors and retailers are unable to sell their inventory in a timely manner, we might
lower the price of the products, or these parties may exchange the products for newer products. Also, during the
transition from an existing product to a new replacement product, we must accurately predict the demand for the
existing and the new product.

We determine production levels based on our forecasts of demand for our products. Actual demand for our
products depends on many factors, which makes it difficult to forecast. We have experienced differences between
our actual and our forecasted demand in the past and expect differences to arise in the future. If we improperly
forecast demand for our products we could end up with too many products and be unable to sell the excess
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inventory in a timely manner, if at all, or, alternatively we could end up with too few products and not be able to
satisfy demand. This problem is exacerbated because we attempt to closely match inventory levels with product
demand leaving limited margin for error. If these events occur, we could incur increased expenses associated
with writing off excessive or obsolete inventory, lose sales, incur penalties for late delivery or have to ship
products by air freight to meet immediate demand incurring incremental freight costs above the sea freight costs,
a preferred method, and suffering a corresponding decline in gross margins.

Our business is subject to the risks of international operations.

We derive a significant portion of our revenue from international operations. As a result, our financial
condition and operating results could be significantly affected by risks associated with international activities,
including economic and labor conditions, political instability, tax laws (including U.S. taxes on foreign
subsidiaries), and changes in the value of the U.S. dollar versus local currencies. Margins on sales of our
products in foreign countries, and on sales of products that include components obtained from foreign suppliers,
could be materially adversely affected by foreign currency exchange rate fluctuations and by international trade
regulations.

The average selling prices of our products typically decrease rapidly over the sales cycle of the product,
which may negatively affect our gross margins.

Our products typically experience price erosion, a fairly rapid reduction in the average unit selling prices
over their respective sales cycles. In order to sell products that have a falling average unit selling price and
maintain margins at the same time, we need to continually reduce product and manufacturing costs. To manage
manufacturing costs, we must collaborate with our third party manufacturers to engineer the most cost-effective
design for our products. In addition, we must carefully manage the price paid for components used in our
products. We must also successfully manage our freight and inventory costs to reduce overall product costs. We
also need to continually introduce new products with higher sales prices and gross margins in order to maintain
our overall gross margins. If we are unable to manage the cost of older products or successfully introduce new
products with higher gross margins, our net revenue and overall gross margin would likely decline.

We are currently involved in various litigation matters and may in the future become involved in
additional litigation, including litigation regarding intellectual property rights, which could be costly and
subject us to significant liability.

The networking industry is characterized by the existence of a large number of patents and frequent claims
and related litigation regarding infringement of patents, trade secrets and other intellectual property rights. In
particular, leading companies in the data communications markets, some of which are competitors, have
extensive patent portfolios with respect to networking technology. From time to time, third parties, including
these leading companies, have asserted and may continue to assert exclusive patent, copyright, trademark and
other intellectual property rights against us demanding license or royalty payments or seeking payment for
damages, injunctive relief and other available legal remedies through litigation. These include third parties who
claim to own patents or other intellectual property that cover industry standards that our products comply with. If
we are unable to resolve these matters or obtain licenses on acceptable or commercially reasonable terms, we
could be sued or we may be forced to initiate litigation to protect our rights. The cost of any necessary licenses
could significantly harm our business, operating results and financial condition. Also, at any time, any of these
companies, or any other third party could initiate litigation against us, or we may be forced to initiate litigation
against them, which could divert management attention, be costly to defend or prosecute, prevent us from using
or selling the challenged technology, require us to design around the challenged technology and cause the price
of our stock to decline. In addition, third parties, some of whom are potential competitors, have initiated and may
continue to initiate litigation against our manufacturers, suppliers, members of our sales channels or our service
provider customers, alleging infringement of their proprietary rights with respect to existing or future products.
In the event successful claims of infringement are brought by third parties, and we are unable to obtain licenses
or independently develop alternative technology on a timely basis, we may be subject to indemnification
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obligations, be unable to offer competitive products, or be subject to increased expenses. Finally, consumer class-
action lawsuits related to the marketing and performance of our home networking products have been asserted
and may in the future be asserted against us. For additional information regarding certain of the lawsuits in which
we are involved, see the information set forth under Note 8 of the Notes to Consolidated Financial Statements in
Part IV, Item 15 of this report, which information is incorporated into this Item 1A by reference. If we do not
resolve these claims on a favorable basis, our business, operating results and financial condition could be
significantly harmed.

If our products contain defects or errors, we could incur significant unexpected expenses, experience
product returns and lost sales, experience product recalls, suffer damage to our brand and reputation, and
be subject to product liability or other claims.

Our products are complex and may contain defects, errors or failures, particularly when first introduced or
when new versions are released. The industry standards upon which many of our products are based are also
complex, experience change over time and may be interpreted in different manners. Some errors and defects may
be discovered only after a product has been installed and used by the end-user. For example, in January 2008, we
announced a voluntary recall of the XE103 Powerline Ethernet Adapter made for Europe and other countries
using 220-240 volt power sources and sold individually or in a bundled kit. If our products contain defects or
errors, or are found to be noncompliant with industry standards, we could experience decreased sales and
increased product returns, loss of customers and market share, and increased service, warranty and insurance
costs. In addition, our reputation and brand could be damaged, and we could face legal claims regarding our
products. A product liability or other claim could result in negative publicity and harm our reputation, resulting
in unexpected expenses and adversely impact our operating results. For instance, if a third party were able to
successfully overcome the security measures in our products, such a person or entity could misappropriate
customer data, third party data stored by our customers and other information, including intellectual property. In
addition, the operations of our end user customers may be interrupted. If that happens, affected end-users or
others may file actions against us alleging product liability, tort, or breach of warranty claims.

If we fail to continue to introduce new products that achieve broad market acceptance on a timely basis,
we will not be able to compete effectively and we will be unable to increase or maintain net revenue and
gross margins.

We operate in a highly competitive, quickly changing environment, and our future success depends on our
ability to develop and introduce new products that achieve broad market acceptance in the small business and
home markets. Our future success will depend in large part upon our ability to identify demand trends in the
small business and home markets and quickly develop, manufacture and sell products that satisfy these demands
in a cost effective manner. Successfully predicting demand trends is difficult, and it is very difficult to predict the
effect introducing a new product will have on existing product sales. We will also need to respond effectively to
new product announcements by our competitors by quickly introducing competitive products.

We have experienced delays and quality issues in releasing new products in the past, which resulted in
lower quarterly net revenue than expected. In addition, we have experienced, and may in the future experience,
product introductions that fall short of our projected rates of market adoption. Any future delays in product
development and introduction or product introductions that do not meet broad market acceptance could result in:

* loss of or delay in revenue and loss of market share;
* negative publicity and damage to our reputation and brand;
e adecline in the average selling price of our products;

» adverse reactions in our sales channels, such as reduced shelf space, reduced online product visibility,
or loss of sales channel; and

* increased levels of product returns.
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We depend substantially on our sales channels, and our failure to maintain and expand our sales channels
would result in lower sales and reduced net revenue.

To maintain and grow our market share, net revenue and brand, we must maintain and expand our sales
channels. We sell our products through our sales channels, which consists of traditional retailers, online retailers,
DMRs, VARs, and broadband service providers. Some of these entities purchase our products through our
wholesale distributors. We generally have no minimum purchase commitments or long-term contracts with any
of these third parties.

Traditional retailers have limited shelf space and promotional budgets, and competition is intense for these
resources. If the networking sector does not experience sufficient growth, retailers may choose to allocate more
shelf space to other consumer product sectors. A competitor with more extensive product lines and stronger
brand identity, such as Cisco Systems, may have greater bargaining power with these retailers. Any reduction in
available shelf space or increased competition for such shelf space would require us to increase our marketing
expenditures simply to maintain current levels of retail shelf space, which would harm our operating margin. The
recent trend in the consolidation of online retailers and DMR channels has resulted in intensified competition for
preferred product placement, such as product placement on an online retailer’s Internet home page. Expanding
our presence in the VAR channel may be difficult and expensive. We compete with established companies that
have longer operating histories and longstanding relationships with VARs that we would find highly desirable as
sales channel partners. We have limited experience selling to broadband service providers. Penetrating service
provider accounts typically involves a long sales cycle and the challenge of displacing incumbent suppliers with
established relationships and field-deployed products. If we were unable to maintain and expand our sales
channels, our growth would be limited and our business would be harmed.

We must also continuously monitor and evaluate emerging sales channels. If we fail to establish a presence
in an important developing sales channel, our business could be harmed.

We are exposed to the credit risk of some of our customers and to credit exposures in weakened markets,
which could result in material losses.

Most of our sales are on an open credit basis, with typical payment terms of 30 to 60 days in the United
States and, because of local customs or conditions, longer in some markets outside the United States. We monitor
individual customer financial viability in granting such open credit arrangements, seek to limit such open credit
to amounts we believe the customers can pay, and maintain reserves we believe are adequate to cover exposure
for doubtful accounts.

In the past, there have been bankruptcies amongst our customer base. Although any resulting loss has not
been material to date, future losses, if incurred, could harm our business and have a material adverse effect on
our operating results and financial condition. To the degree that the recent turmoil in the credit markets makes it
more difficult for some customers to obtain financing, our customers’ ability to pay could be adversely impacted,
which in turn could have a material adverse impact on our business, operating results, and financial condition.

If we fail to successfully overcome the challenges associated with profitably growing our broadband
service provider sales channel, our net revenue and gross profit will be negatively impacted.

We sell a substantial portion of our products through broadband service providers worldwide. We face a
number of challenges associated with penetrating, marketing and selling to the broadband service provider
channel that differ from what we have traditionally faced with the other channels. These challenges include a
longer sales cycle, more stringent product testing and validation requirements, a higher level of customization
demands, requirements that suppliers take on a larger share of the risk with respect to contractual business terms,
competition from established suppliers, pricing pressure resulting in lower gross margins, and our general
inexperience in selling to service providers. Orders from service providers generally tend to be large but
sporadic, which causes our revenues from them to fluctuate and challenges our ability to accurately forecast
demand from them. In certain cases, we may commit to fixed price long term purchase orders, with such orders
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priced in foreign currencies which could lose value over time in the event of adverse changes in foreign exchange
rates. Even if we are selected as a supplier, typically a service provider will also designate a second source
supplier, which over time will reduce the aggregate orders that we receive from that service provider. If we were
to lose a service provider customer for any reason, we may experience a material and immediate reduction in
forecasted revenue that may cause us to be below our net revenue and operating margin guidance for a particular
period of time and therefore adversely affect our stock price. In addition, service providers may choose to
prioritize the implementation of other technologies or the roll out of other services than home networking.
Weakness in orders from this industry could have a material adverse effect on our business, operating results, and
financial condition. We have seen a slowdown in capital expenditures by certain of our service provider
customers, and believe there may be potential for a broader slowdown in the global service provider market in
the next few quarters. Any slowdown in the general economy, over capacity, consolidation among service
providers, regulatory developments and constraint on capital expenditures could result in reduced demand from
service providers and therefore adversely affect our sales to them. If we do not successfully overcome these
challenges, we will not be able to profitably grow our service provider sales channel and our growth will be
slowed.

We obtain several key components from limited or sole sources, and if these sources fail to satisfy our
supply requirements, we may lose sales and experience increased component costs.

Any shortage or delay in the supply of key product components would harm our ability to meet scheduled
product deliveries. Many of the semiconductors used in our products are specifically designed for use in our
products and are obtained from sole source suppliers on a purchase order basis. In addition, some components
that are used in all our products are obtained from limited sources. These components include connector jacks,
plastic casings and physical layer transceivers. We also obtain switching fabric semiconductors, which are used
in our Ethernet switches and Internet gateway products, and wireless local area network chipsets, which are used
in all of our wireless products, from a limited number of suppliers. Semiconductor suppliers have experienced
and continue to experience component shortages themselves, such as with substrates used in manufacturing
chipsets, which in turn adversely impact our ability to procure semiconductors from them. Our third party
manufacturers generally purchase these components on our behalf on a purchase order basis, and we do not have
any contractual commitments or guaranteed supply arrangements with our suppliers. If demand for a specific
component increases, we may not be able to obtain an adequate number of that component in a timely manner. In
addition, if our suppliers experience financial or other difficulties or if worldwide demand for the components
they provide increases significantly, the availability of these components could be limited. It could be difficuit,
costly and time consuming to obtain alternative sources for these components, or to change product designs to
make use of alternative components. In addition, difficulties in transitioning from an existing supplier to a new
supplier could create delays in component availability that would have a significant impact on our ability to
fulfill orders for our products. If we are unable to obtain a sufficient supply of components, or if we experience
any interruption in the supply of components, our product shipments could be reduced or delayed. This would
affect our ability to meet scheduled product deliveries, damage our brand and reputation in the market, and cause
us to lose market share.

As part of growing our business, we have made and expect to continue to make acquisitions. If we fail to
successfully select, execute or integrate our acquisitions, or if stock market analysts or our stockholders do
not support the acquisitions that we choose to execute, then our business and operating results could be
harmed and our stock price could decline.

From time to time, we will undertake acquisitions to add new product lines and technologies, gain new sales
channels or enter into new sales territories. Acquisitions involve numerous risks and challenges, including but
not limited to the following:

* integrating the companies, assets, systems, products, sales channels and personnel that we acquire;
* growing or maintaining revenues to justify the purchase price and the increased expenses associated

with acquisitions;
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* entering into territories or markets that we have limited or no prior experience with;

+ establishing or maintaining business relationships with customers, vendors and suppliers who may be
new to us;

+ overcoming the employee, customer, vendor and supplier turnover that may occur as a result of the
acquisition; and

« diverting management’s attention from running the day to day operations of our business.

As part of undertaking an acquisition, we may also significantly revise our capital structure or operational
budget, such as issuing common stock that would dilute the ownership percentage of our stockholders, assuming
liabilities or debt, utilizing a substantial portion of our cash resources to pay for the acquisition or significantly
increasing operating expenses. Our acquisitions have resulted and may in the future result in charges being taken
in an individual quarter as well as future periods, which results in variability in our quarterly earnings. In
addition, our effective tax rate in any particular quarter may also be impacted by acquisitions.

We cannot assure you that we will be successful in selecting, executing and integrating acquisitions. Failure
to manage and successfully integrate acquisitions could materially harm our business and operating results. In
addition, if stock market analysts or our stockholders do not support or believe in the value of the acquisitions
that we choose to undertake, our stock price may decline.

We have recently upgraded our financial, demand planning and operational management systems. If we
experience problems with the initial deployment and operation of these new systems, our business and
operations will be adversely affected.

We have recently upgraded our financial and enterprise resource planning systems. We have invested, and
will continue to invest, significant capital and human resources in their design and enhancement, which may be
disruptive to our underlying business. We depend on these systems in order to timely and accurately process and
report key components of our results of operations, financial position and cash flows. If the systems fail to
operate appropriately or we experience any disruptions or delays in enhancing their functionality to meet current
business requirements, our ability to fulfill customer orders, bill and track our customers, fulfill contractual
obligations, accurately report our financials and otherwise run our business could be adversely affected. Even if
we do not encounter these adverse effects, the integration of the new systems may be much more costly than we
anticipated. If we are unable to successfully integrate the new information technology systems as planned, our
financial position, results of operations and cash flows could be negatively impacted.

If disruptions in our transportation network occur or our shipping costs substantially increase, we may be
unable to sell or timely deliver our products and our operating expenses could increase.

We are highly dependent upon the transportation systems we use to ship our products, including surface and
air freight. Our attempts to closely match our inventory levels to our product demand intensify the need for our
transportation systems to function effectively and without delay. On a quarterly basis, our shipping volume also
tends to steadily increase as the quarter progresses, which means that any disruption in our transportation
network in the latter half of a quarter will have a more material effect on our business than at the beginning of a
quarter.

The transportation network is subject to disruption or congestion from a variety of causes, including labor
disputes or port strikes, acts of war or terrorism, natural disasters and congestion resulting from higher shipping
volumes. Labor disputes among freight carriers and at ports of entry are common, especially in Europe, and we
expect labor unrest and its effects on shipping our products to be a continuing challenge for us. The labor unions
for the ports in the west coast of the U.S. are now engaging in contract negotiation with the port operators. If the
negotiation falters and results in strikes, it will severely impact our business. Since September 11, 2001, the rate
of inspection of international freight by governmental entities has substantially increased, and has become
increasingly unpredictable. If our delivery times increase unexpectedly for these or any other reasons, our ability
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to deliver products on time would be materially adversely affected and result in delayed or lost revenue as well as
customer imposed penalties. In addition, if increases in fuel prices occur, our transportation costs would likely
increase. Moreover, the cost of shipping our products by air freight is greater than other methods. From time to
time in the past, we have shipped products using air freight to meet unexpected spikes in demand, shifts in
demand between product categories or to bring new product introductions to market quickly. If we rely more
heavily upon air freight to deliver our products, our overall shipping costs will increase. A prolonged
transportation disruption or a significant increase in the cost of freight could severely disrupt our business and
harm our operating results.

We rely on a limited number of wholesale distributors for most of our sales, and if they refuse to pay our
requested prices or reduce their level of purchases, our net revenue could decline.

We sell a substantial portion of our products through wholesale distributors, including Ingram Micro, Inc.
and Tech Data Corporation. During the year ended December 31, 2008, sales to Ingram Micro and its affiliates
accounted for 14% of our net revenue and sales to Tech Data and its affiliates accounted for 11% of our net
revenue. We expect that a significant portion of our net revenue will continue to come from sales to a small
number of wholesale distributors for the foreseeable future. In addition, because our accounts receivable are
concentrated with a small group of purchasers, the failure of any of them to pay on a timely basis, or at all, would
reduce our cash flow. We generally have no minimum purchase commitments or long-term contracts with any of
these distributors. These purchasers could decide at any time to discontinue, decrease or delay their purchases of
our products. In addition, the prices that they pay for our products are subject to negotiation and could change at
any time. If any of our major wholesale distributors reduce their level of purchases or refuse to pay the prices that
we set for our products, our net revenue and operating results could be harmed. If our wholesale distributors
increase the size of their product orders without sufficient lead-time for us to process the order, our ability to
fulfill product demands would be compromised.

If our goodwill or amortizable intangible assets become impaired we may be required to record a
significant charge to earnings.

Under generally accepted accounting principles, we review our amortizable intangible assets for impairment
when events or changes in circumstances indicate the carrying value may not be recoverable. Goodwill is
required to be tested for impairment at Jeast annually. Factors that may be considered when determining if the
carrying value of our goodwill or amortizable intangible assets may not be recoverable include a significant
decline in our expected future cash flows or a sustained, significant decline in our stock price and market

capitalization.

As aresult of our acquisitions, we have significant goodwill and amortizable intangible assets recorded on
our balance sheet. In addition, significant negative industry or economic trends, such as those that have occurred
in the last six months, including reduced estimates of future cash flows or disruptions to our business could
indicate that goodwill or amortizable intangible assets might be impaired. If, in any period like the fourth quarter
of 2008, our stock price decreases to the point where our market capitalization is less than our book value, this
too could indicate a potential impairment and we may be required to record an impairment charge in that period.
In the fourth quarter of 2008, we recorded an impairment charge of $458,000 for the net carrying value of certain
intangible assets acquired in connection with the Company’s 2006 acquisition of Skipjam Corp. due to the
departure of a key employee responsible for managing the asset group as well as recent economic conditions. In
conducting our annual impairment test for goodwill during the fourth quarter of 2008, our fair value exceeded the
catrying value of our net assets by approximately 12%. As such, no goodwill impairment loss was recorded.

Our valuation methodology for assessing impairment requires management to make judgments and
assumptions based on projections of future operating performance. We operate in highly competitive
environments and projections of future operating results and cash flows may vary significantly from actual
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results. As a result, we may incur substantial impairment charges to earnings in our financial statements should
an impairment of our goodwill or amortizable intangible assets be determined resulting in an adverse impact on
our results of operations.

Our income tax provision and liability for uncertain tax positions may be insufficient if any taxing
authorities are successful in asserting tax positions that are contrary to our positions.

Significant judgment is required to determine our provision for income taxes and liability for uncertain tax
positions. In the ordinary course of our business, there may be matters for which the ultimate tax outcome is
uncertain. Although we believe our approach to determining the appropriate tax treatment is reasonable, no
assurance can be given that the final tax authority determination will not be materially different than that which is
reflected in our income tax provision and liability for uncertain tax positions. Such differences could have a
material adverse effect on our income tax provision or benefit and liability for uncertain tax positions in the
period in which such determination is made and, consequently, on our results of operations for such period.

From time to time, we are audited by various federal, state and foreign authorities regarding tax matters. Our
audits are in various stages of completion; however, no outcome for a particular audit can be determined with
certainty prior to the conclusion of the audit and, in some cases, appeal or litigation process. As each audit is
concluded, adjustments, if any, are appropriately recorded in our financial statements in the period determined.
To provide for potential tax exposure, we maintain a liability for uncertain tax positions in accordance with
Financial Accounting Standards Board (“FASB”) Interpretation No. 48, “Accounting for Uncertainty in Income
Taxes—an interpretation of FASB Statement No. 109,” (“FIN 48”). However, if these accrued liabilities and/or
reserves are insufficient upon completion of any audit process, there could be an adverse impact on our financial
position and results of operations. ’ ‘

Changes in our tax rates could affect our future results.

Our future effective tax rates are affected by changes in the mix of earnings in countries with differing
statutory tax rates, changes in the valuation of deferred tax assets and liabilities, or by changes in tax laws or their
interpretation. As a result our effective tax rates are difficult to predict and may fluctuate substantially from
quarter-to-quarter or year-to-year for a variety of reasons, many of which are beyond our control. If our effective
tax rates were to increase significantly, our quarterly and annual results would be negatively impacted and the
price of our stock could decline. Therefore, period-to-period comparisons of our operating results may not be
meaningful, and you should not rely on them as an indication of our future performance. In addition, our future
operating results may fall below the expectations of public market analysts or investors. In that event, our stock
price could decline significantly.

We depend on a limited number of third party manufacturers for substantially all of our manufacturing
needs. If these third party manufacturers experience any delay, disruption or quality control problems in
their operations, we could lose market share and our brand may suffer.

All of our products are manufactured, assembled, tested and generally packaged by a limited number of
original design manufacturers (“ODMs”), contract manufacturers (“CMs”) and original equipment manufacturers
(“OEMSs™). We rely on our manufacturers to procure components and, in some cases, subcontract engineering
work. Some of our products are manufactured by a single manufacturer. We do not have any long-term contracts
with any of our third party manufacturers. Some of these third party manufacturers produce products for our
competitors. Due to weakening economic conditions, the viability of some of these third party manufacturers
may be at risk. The loss of the services of any of our primary third party manufacturers could cause a significant
disruption in operations and delays in product shipments. Qualifying a new manufacturer and commencing
volume production is expensive and time consuming.

Our reliance on third party manufacturers also exposes us to the following risks over which we have limited
control:

» unexpected increases in manufacturing and repair costs;
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* inability to control the quality of finished products;
* inability to control delivery schedules; and

* potential lack of adequate capacity to manufacture all or a part of the products we require.

All of our products must satisfy safety and regulatory standards and some of our products must also receive
government certifications. Our ODMs, CMs and OEMs are primarily responsible for obtaining most regulatory
approvals for our products. If our ODMs, CMs and OEM s fail to obtain timely domestic or foreign regulatory
approvals or certificates, we would be unable to sell our products and our sales and profitability could be
reduced, our relationships with our sales channel could be harmed, and our reputation and brand would suffer.

If we are unable to provide our third party manufacturers a timely and accurate forecast of our
component and material requirements, we may experience delays in the manufacturing of our products
and the costs of our products may increase.

We provide our third party manufacturers with a rolling forecast of demand, which they use to determine
our material and component requirements. Lead times for ordering materials and components vary significantly
and depend on various factors, such as the specific supplier, contract terms and demand and supply for a
component at a given time. Some of our components have long lead times, such as wireless local area network
chipsets, switching fabric chips, physical layer transceivers, connector jacks and metal and plastic enclosures. If
our forecasts are not timely provided or are less than our actual requirements, our third party manufacturers may
be unable to manufacture products in a timely manner. If our forecasts are too high, our third party manufacturers
will be unable to use the components they have purchased on our behalf. The cost of the components used in our
products tends to drop rapidly as volumes increase and the technologies mature. Therefore, if our third party
manufacturers are unable to promptly use components purchased on our behalf, our cost of producing products
may be higher than our competitors due to an oversupply of higher-priced components. Moreover, if they are
unable to use components ordered at our direction, we will need to reimburse them for any losses they incur.

We rely upon third parties for technology that is critical to our products, and if we are unable to continue
to use this technology and future technology, our ability to develop, sell, maintain and support
technologically innovative products would be limited.

We rely on third parties to obtain non-exclusive patented hardware and software license rights in
technologies that are incorporated into and necessary for the operation and functionality of most of our products.
In these cases, because the intellectual property we license is available from third parties, barriers to entry may be
lower than if we owned exclusive rights to the technology we license and use. On the other hand, if a competitor
or potential competitor enters into an exclusive arrangement with any of our key third party technology
providers, or if any of these providers unilaterally decide not to do business with us for any reason, our ability to
develop and sell products containing that technology would be severely limited. If we are shipping products
which contain third party technology that we subsequently lose the right to license, then we will not be able to
continue to offer or support those products. Our licenses often require royalty payments or other consideration to
third parties. Our success will depend in part on our continued ability to have access to these technologies, and
we do not know whether these third party technologies will continue to be licensed to us on commercially
acceptable terms or at all. If we are unable to license the necessary technology, we may be forced to acquire or-
develop alternative technology of lower quality or performance standards. This would limit and delay our ability
to offer new or competitive products and increase our costs of production. As a result, our margins, market share,
and operating results could be significantly harmed. :

We also utilize third party software development companies to develop, customize, maintain and support
software that is incorporated into our products. If these companies fail to timely deliver or continuously maintain
and support the software that we require of them, we may experience delays in releasing new products or
difficulties with supporting existing products and customers.
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If the redemption rate for our end-user promotional programs is higher than we estimate, then our net
revenue and gross margin will be negatively affected.

From time to time we offer promotional incentives, including cash rebates, to encourage end-users to
purchase certain of our products. Purchasers must follow specific and stringent guidelines to redeem these
incentives or rebates. Often qualified purchasers choose not to apply for the incentives or fail to follow the
required redemption guidelines, resulting in an incentive redemption rate of less than 100%. Based on historical
data, we estimate an incentive redemption rate for our promotional programs. If the actual redemption rate is
higher than our estimated rate, then our net revenue and gross margin will be negatively affected.

If we are unable to secure and protect our intellectual property rights, our ability to compete could be
harmed.

We rely upon third parties for a substantial portion of the intellectual property we use in our products. At the
same time, we rely on a combination of copyright, trademark, patent and trade secret laws, nondisclosure
agreements with employees, consultants and suppliers and other contractual provisions to establish, maintain and
protect our intellectual property rights. Despite efforts to protect our intellectual property, unauthorized third
parties may attempt to design around, copy aspects of our product design or obtain and use technology or other
intellectual property associated with our products. For example, one of our primary intellectual property assets is
the NETGEAR name, trademark and logo. We may be unable to stop third parties from adopting similar names,
trademarks and logos, especially in those international markets where our intellectual property rights may be less
protected. Furthermore, our competitors may independently develop similar technology or design around our
intellectual property. Our inability to secure and protect our intellectual property rights could significantly harm
our brand and business, operating results and financial condition. :

Our sales and operations in international markets expose us to operational, financial and regulatory risks.

International sales comprise a significant amount of our overall net revenue. International sales were 60% of
overall net revenue in fiscal 2008. We anticipate that international sales may grow as a percentage of net revenue.
We have committed resources to expanding our international operations and sales channels and these efforts may
not be successful. International operations are subject to a number of other risks, including:

* political and economic instability, international terrorism and anti-American sentiment, particularly in
emerging markets;

» preference for locally branded products, and laws and business practices favoring local competition;
» exchange rate fluctuations;

* increased difficulty in managing inventory;

* delayed revenue recognition;

* less effective protection of intellectual property;

* stringent consumer protection and product compliance regulations, including but not limited to the
recently enacted Restriction of Hazardous Substances directive and the Waste Electrical and Electronic
Equipment directive in Europe, that may vary from country to country and that are costly to comply
with;

» difficulties and costs of staffing and managing foreign operations; and

* changes in local tax laws.

We intend to expand our operations and infrastructure, which may strain our operations and increase our
operating expenses.

We intend to expand our operations and pursue market opportunities domestically and internationally to
grow our sales. We expect that this attempted expansion will require enhancements to our existing management
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information systems, and operational and financial controls. In addition, if we continue to grow, our expenditures
will likely be significantly higher than our historical costs. We may not be able to install adequate controls in an
efficient and timely manner as our business grows, and our current systems may not be adequate to support our
future operations. The difficulties associated with installing and implementing new systems, procedures and
controls may place a significant burden on our management, operational and financial resources. In addition, if
we grow internationally, we will have to expand and enhance our communications infrastructure. If we fail to
continue to improve our management information systems, procedures and financial controls or encounter
unexpected difficulties during expansion, our business could be harmed.

Governmental regulations of imports or exports affecting Internet security could affect our net revenue.

Any additional governmental regulation of imports or exports or failure to obtain required export approval
of our encryption technologies could adversely affect our international and domestic sales. The United States and
various foreign governments have imposed controls, export license requirements, and restrictions on the import
or export of some technologies, especially encryption technology. In addition, from time to time, governmental
agencies have proposed additional regulation of encryption technology, such as requiring the escrow and
governmental recovery of private encryption keys. In response to terrorist activity, governments could enact
additional regulation or restriction on the use, import, or export of encryption technology. This additional
regulation of encryption technology could delay or prevent the acceptance and use of encryption products and
public networks for secure communications, resulting in decreased demand for our products and services. In
addition, some foreign competitors are subject to less stringent controls on exporting their encryption
technologies. As a result, they may be able to compete more effectively than we can in the United States and the
international Internet security market.

We recently moved into a new corporate headquarters in the third quarter of 2008. If we cannot retain sub
Iessees for the remaining lease term of our old facilities, then we will be forced to take an additional charge
related to such excess space.

We recently moved into our new corporate headquarters in the third quarter of 2008. The existing lease on
our former Santa Clara corporate headquarters does not expire until the end of 2010 and the existing lease on our
Fremont facility does not expire until the end of October 2009. We have subleased a portion of these facilities